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Abstract 

With the economy mired in the deepest recession in decades, Close financial 
analysis indicates that theoretical modelling based on unrealistic assumptions in 
the financial system and the abuse practice of large number of financial 
instruments led to this situation. 

As the current financial crisis threatens to usher in a global recession, there is a 
growing recognition of the need to explore more robust forms of financial 
intermediation. The time is opportune for the world to investigate how Islamic 
finance can contribute towards overcoming the many challenges posed by the 
current credit crunch . The Islamic finance sector has witnessed enormous 
development. This is the case with the derivatives market as well. Derivatives 


are now being increasingly applied to Shariah complaint products, which 
presents exciting opportunities for issuers and investors alike. 


This paper evaluates the fundamental causes of the current financial crisis and 
how Islamic finance could be a viable alternative in the global financial market. 
This paper examines as well the Islamic viewpoint on the new instruments and 
shows contracts currently used in Islamic finance that may be regarded as 
derivatives. And how to re conciliate the validity and permissibility of these 
instruments under the Shariah law. 

Keywords: sub prime mortgages, Islamic finance, derivatives, murabaha, 
mudaraba. 
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